Financing of business expansion by anonymous
BUSINESS INVESTMENT has been an ex-
pansionary factor in the economy this year.
While consumer spending for houses and
durable goods has been below last year's
high levels, business demands for capital
goods have increased notably, with result-
ing pressure on capacity in some industries.
Accumulation of business inventories has
continued, especially in industries produc-
ing capital goods. Prices of industrial ma-
terials have risen further, although more
slowly in recent months than earlier in 1956.
Increased outlays for plant, equipment,
and inventories have been exerting particu-
larly heavy pressure on business funds in
the first half of the year, the period in which
income tax payments are concentrated.
Funds available from current operations,
while larger than a year ago, have been be-
low the high levels of late 1955. Profits
have declined, primarily in automobile and
related industries, by somewhat more than
the rise in depreciation allowances.
In order to finance their increased spend-
ing, businessmen have relied extensively on
credit obtained from banks and capital mar-
kets. The expansion of business loans at
commercial banks in the first five months
of this year was half again as large as in
the corresponding period of 1955. Flota-
tions of corporate securities for new capital
have also been larger, particularly in the
second quarter of the year. Borrowing
costs increased in March and April, and
although there have been slight declines in
interest rates recently, costs have remained
above 1955 levels.
BUSINESS OUTLAYS
Business expenditures for new plant and
equipment have reached record levels in
1956, continuing the rapid advance which
began in the spring of 1955. Spending in
the first half of this year is estimated to have
been more than one-fourth greater than in
the first half of 1955. A recent survey by
the Department of Commerce and the Secu-
rities and Exchange Commission indicates
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NOTE.—Estimates of Department of Commerce and Secu-
rities and Exchange Commission for corporate and noncor-
porate business, excluding agriculture. Utilities include rail-
roads, other transportation, public utilities, and communica-
tion. Other includes mining, trade, service, finance, and con-
struction. Broken bar for 1956 indicates expenditures antici-
pated by business.
a continued rise in spending in the third
quarter of this year, and a survey by the
McGraw-Hill Publishing Company suggests
sustained heavy expenditures in some indus-
tries for several years ahead.
Accumulation of business inventories in
the first quarter of 1956 was also greater
than in early 1955. Largest additions to
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stocks were in industries manufacturing
durable goods. The rise in retail trade in-
ventories, while substantial, was no greater
than usual for this time of year. At the
end of March, book values of manufactur-
ing and trade inventories were 8 per cent
above March a year earlier, reflecting in
part the rise in prices of industrial materials
since mid-1955.
Business inventories continued to increase
in April, as producers of capital goods
added further to their holdings and retail
stocks rose seasonally. Recently, however,
automobile dealers' stocks have been re-
duced from earlier peaks.
Plant and equipment. All major industrial
groups are planning substantial plant ex-
pansion programs this year, as is shown in
the chart on the preceding page. Among
the largest increases in expected outlays are
those in industries where customer demands
have been pressing on capacity. Spending
for capital goods has also been stimulated by
development of new products, by rising la-
bor and other costs, and by efforts to main-
tain competitive positions. The sharp in-
creases in sales and profits last year provided
additional incentive to the planning of fur-
ther capital outlays.
Developments in the electric utility in-
dustry illustrate the need for continued
growth in capacity as population increases
and living standards rise. While electric
power capacity has more than doubled since
1946, peak loads have increased just about
as much and, as the chart shows, the margin
between the two has remained narrow.
Electric utility companies are planning con-
tinued expansion of capacity this year, with
expenditures for new plant and equipment
expected to be about 15 per cent above 1955.
Planned increases are even greater in






NOTE.—Data from Federal Power Commission, Bureau of
Census, and Edison Electric Institute.
industries where production has been at or
near capacity levels. According to a De-
partment of Commerce survey, producers of
iron and steel have scheduled capital ex-
penditures of more than $1.3 billion this
year. These outlays, representing the first
phase of a three-year program to add 10
per cent to capacity, will be half again as
large as the amount spent for new plant and
equipment by the steel industry in 1955.
Producers of primary nonferrous metals
expect to double last year's outlays. Rail-
roads have announced large spending pro-
grams for new equipment, particularly
freight cars. Manufacturers of railroad
equipment, in turn, are planning substantial
increases in their outlays for additional
producing facilities.
Even in industries where capacity cur-
rently exceeds demand, as in the motor
vehicle industry, competition among pro-
ducers and planning for future markets are
stimulating expenditures for new plant and
equipment. Manufacturers of automobiles
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and trucks expect to spend $1.9 billion this
year, two-thirds more than their capital out-
lays in 1955. Textile producers are also
planning increased capital outlays, but the
rise will be moderate compared with that
for most other industries.
Inventories. Growth in business inven-
tories this year has been associated in part
with rising plant expansion programs. In a
period of increasing capital outlays, pro-
ducers of industrial equipment add to their
stocks of materials and goods in process.
As new facilities come into operation, in-
ventories at all stages of fabrication tend to
increase. Anticipation of possible increases
in prices or of possible shortages in sup-
plies of materials essential to expansion pro-
grams has provided additional stimulus to
the accumulation of stocks.
Reflecting these influences, inventory ac-
cumulation has been very large in industries
manufacturing durable goods, particularly
industrial equipment. In the first quarter
of 1956, manufacturers of durable goods
added $1.4 billion to their stocks, compared
with a rise of $200 million in the first
quarter of last year. Accumulation in these
industries continued in April, at a rate sub-
stantially greater than seasonal and more
rapid than in April of 1955.
Wholesale and retail trade concerns also
added substantially to their inventories in
the first four months of 1956, but the in-
crease was for the most part seasonal. Lag-
ging automobile sales had resulted in an ac-
cumulation of new car stocks to record
levels earlier this year, but recent curtail-
ments in automobile production appear to
have effected some reduction in dealers'
stocks. Retail inventories of other con-
sumer durable goods and of nondurable
merchandise increased seasonally over the
first four months of the year.
BOOK VALUE OF MANUFACTURING AND TRADE
INVENTORIES











































1 Less than $50 million.
NOTE.—Department of Commerce data, without adjustment for
seasonal variation or for additions to inventory values arising out
of price changes. Details may not add to totals because of rounding.
Other outlays. Income tax payments have
been a major drain on corporate funds this
year. Profits in 1955 were at record levels,
and most of the Federal tax on these incomes
was due to be paid in the first half of 1956.
While the Internal Revenue Code of 1954
provides for an evening-out of tax payments,
instead of the accelerated schedule that pre-
vailed under the Mills Plan, this goal will
not be achieved for some time. Most cor-
porations were required to pay 10 per cent
of their Federal income tax liabilities on
1955 earnings last fall, and the remaining
90 per cent by June 15 of this year. In the
first three months of the year, corporate
Federal income tax payments totaled $9
billion, a fifth more than in the first quarter
of 1955.
Dividend payments have also been large
this year. Although payments in the first
quarter were below the record disburse-
ments at the end of last year, they were 15
per cent higher than in early 1955.
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In contrast with the rise in most types of
business outlays, business needs for funds
to finance customers have moderated some-
what. Consumer instalment credit has
grown less rapidly than last year, charge
accounts were reduced seasonally in the
early months of 1956, and the rise in manu-
facturers' sales was smaller than a year ear-
lier. It is likely, therefore, that corporate
notes and accounts receivable have declined
somewhat, as compared with the rise in
early 1955.
FINANCING FROM INTERNAL SOURCES
Internal sources have supplied a smaller
proportion of the funds needed to finance
corporate business outlays this year than
they did in early 1955. Profits and depre-
ciation allowances are both larger than a
year ago, and more funds have been ob-
tained from reductions in cash balances and
holdings of United States Government se-
curities. The rise in these sources, how-
ever, has not matched the increase in capital
outlays and in payments of taxes and divi-
dends.
Corporate profits. Profits before taxes,
though still above the average for 1955,
have declined from the very high levels
achieved in the final months of the year,
as may be seen in the chart. Corporate
profits are estimated to have been at a sea-
sonally adjusted annual rate of $45.5 billion
in the first quarter of this year, as compared
with $46.8 billion in the final quarter of
1955, and with $43.8 billion for 1955 as
a whole.
The decline in profits in the first quarter
of this year reflected for the most part lower
earnings in automobile and related indus-
tries. Increases reported by public utilities
and declines in trade and transportation
were seasonal. In view of recent curtail-





NOTE.—Seasonally adjusted annual rates. Department of
jmmerce estimates, except first quarter of 1956, which is
timated by the Council of Economic Advisers.
ment in automobile production, a further
small decline in aggregate profits is likely in
the current quarter.
The moderate reduction in profits since
the end of 1955 has been accompanied by
continued growth in corporate depreciation
allowances. The rise in these allowances
reflects the large postwar expenditures by
business to replace older equipment and
to provide additional capacity, and also the
recent revisions in methods of computing
depreciation for income tax purposes.
Liquid assets. With profits and tax liabili-
ties at high levels in 1955, corporations as
a group added substantially to their holdings
of cash and United States Government secu-
rities last year. The increase from June
through December amounted to $6 billion.
Much of the accumulation was provision for
future tax payments, and to some extent it
represented temporary investment of the
proceeds of long-term financing undertaken
for continuing plant expansion programs.
Reduction in these liquid asset holdings in
early 1956 reflected both heavy tax pay-
ments and increasing expenditures for new
plant and equipment.
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EXTERNAL FINANCING
With capital outlays and other business
spending exceeding the amount of funds
that many companies could make available
from internal sources, borrowing from banks
and through security markets has been very
large this year. Business loans at commer-
cial banks rose $1.5 billion in the January-
May period, compared with an increase of
$1.1 billion in the first five months of 1955.
The volume of corporate security flotations
has increased in recent months, and for the
first half of 1956 appears to have been about
a sixth larger than a year earlier.
Bank loans. Rapid growth in bank loans
to business this year follows a record ex-
pansion in 1955. Much of the business
borrowing last year was associated with the
sharp increase in consumer buying on credit.
Sales finance companies, for example, ac-
counted for almost a third of the business
loan expansion at large banks.
Loan demands this year have reflected
primarily rising business outlays for fixed
and working capital. Most of the increase
in business loans reported by a sample of
weekly reporting banks has been in advances
to producers of metals and metal products,
including machinery and transportation
equipment. These are the industries where
some of the sharpest increases in capital
outlays are occurring, where inventory ac-
cumulation this year has been substantial,
and where tax payments have been much
larger than a year ago.
Net borrowing by metals and machinery
industries amounted to almost $1 billion
in January-May of 1956, as the chart shows,
compared with only $100 million in 1955.
About half of this year's increase occurred
in March, when it appears to have included
an unusual amount of borrowing either for
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NOTE.—Monthly changes in large loans reported
sample of more than 200 large weekly reporting
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paid out in taxes. Loans to companies in
these industries rose moderately in April
and early May, but the rise was offset in
part by net repayments in late May.
Borrowing by public utilities through May
of this year was about the same as in the
corresponding period of 1955. A sharp
increase in bank loans in March was fol-
lowed by substantial net repayments in April
and May, when the volume of security is-
sues floated by utility companies was partic-
ularly large.
Retailers and wholesalers have borrowed
more from banks this year than last year,
despite a smaller increase in inventories.
Sales finance companies, however, have on
balance reduced their indebtedness to banks
in 1956. The slower growth in consumer
credit outstanding has moderated finance
company needs for bank loans, and these
companies have also obtained a large vol-
ume of funds through security issues and
other borrowing from nonbank lenders.
Seasonal repayments of bank loans by food
processors and commodity dealers have been
much smaller than in early 1955.
Security issues. Corporate security issues
for new capital in the first half of 1956
are estimated at almost $5 billion. Security
offerings in the early months of the year
were below the volume of early 1955, but
as plant expansion plans became firmer,
announcements of forthcoming issues in-
creased sharply. Security offerings in the
current quarter have been two-fifths greater
than last year and somewhat above previ-
ous peak quarters in 1952 and 1953.
Financing by utilities and manufacturing
corporations has accounted for the increased
volume of security offerings this year, as can
be seen from the table. The decline in
offerings by other issuers reflects the smaller
volume of flotations by consumer finance
companies in recent months. Earlier this
CORPORATE SECURITY ISSUES FOR NEW
CAPITAL
[Net proceeds, in billions of dollars]


























NOTE.—Securities and Exchange Commission estimates except
for 1956, which includes a Federal Reserve estimate for the second
quarter. Utilities include electric, gas and water utilities, railroads
and other transportation, and communications. All other includes
real estate, finance, commercial, and micellaneous.
year, these companies borrowed heavily
from other sources to repay bank debt.
Debt issues have represented an unusually
large proportion of recent offerings. Despite
high levels of stock prices, equity issues have
been only one-seventh of the volume of all
flotations, as compared with almost one-
third in the second quarter of 1955. Debt
issues convertible into stock, while large,
have been less important than in 1955.
Rising business demand for funds from
capital markets already heavily committed
to mortgage and other lending has resulted
in an increase in borrowing costs. By mid-
April, yields on outstanding corporate Aaa
bonds had risen 14 basis points from the
early March low of 3.07 per cent. Follow-
ing the change in Federal Reserve discount
rates, yields continued to advance and com-
mercial banks raised the prime rate on busi-
ness loans. Yields on high-grade corporate
bonds reached a high of 3.31 per cent in
early May, but since then have receded
slightly from these levels.
With bond yields above those in early
1955 and corporate needs for new funds
increasing, there has been relatively little
refinancing of outstanding issues. The vol-
ume of corporate flotations for refunding
purposes has been the smallest since 1953.
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